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Health insurance exchanges
are a key component of the
Affordable Care Act. Each
exchange faces the chal-
lenge of minimizing friction
with existing policies, co-
ordinating churn between
programs, and maximizing
take-up. State-run exchanges
would likely be better po-
sitioned to address these
issues than a federally run
exchange, yet only one third
of states chose this path.
Policymakers must ensure
that their exchange—whether
state or federally run—
succeeds. Whether this
happens will greatly de-
pend on the political dy-
namics in each state. (Am
J Public Health. 2013;103:
€8-e10. doi:10.2105/AJPH.2013.
301429)

ONE OF THE MOST IMPORTANT
components of the Patient Protec-
tion and Affordable Care Act of
2010 (ACA)' is the creation of
health insurance exchanges. Ex-
changes will be online market-
places through which individuals
and small businesses will shop for
health insurance. The goal of an
exchange is to expand coverage
for previously uninsured popula-
tions while increasing transpar-
ency in the health insurance mar-
ketplace by enabling consumers to
compare plans in a standardized
way. The exchange will also be the
mechanism through which quali-
fying individuals receive subsidies
from the federal government to
purchase private insurance cover-
age. It is estimated that 24 million
people will receive insurance
through an exchange by 2016.
Every state will have an ex-
change, although states have had
to decide whether to create the
exchange themselves or cede
control to the federal government.
Public opinion is divided over the
ACA as a whole, yet exchanges
were not expected to be contro-
versial in their own right. Repub-
licans endorsed organized mar-
ketplaces for insurance in the past
and even supported state insur-
ance exchanges during the legis-
lative battles over the ACA® A
November 2012 Associated Press
poll found that 63% of Americans
preferred a state-run exchange;
32% favored federal control.
Among Republican respondents,
819 preferred state control.*
However, after 3 years of conten-
tious debates, only 17 states and
the District of Columbia chose to
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create an exchange themselves.
Six chose to partner with the fed-
eral government, and the remain-
ing 27 states chose to allow the
federal government to develop
and run their exchange.® States
can take control of their exchanges
at any point in the future. How-
ever, a state that inherits a federal
structure will have lost the oppor-
tunity to make decisions that will
dramatically affect both what the
exchange strives to accomplish
and whether it succeeds. This in-
cludes shaping whether the ex-
change is run inside government
or as a nonprofit organization,
the role of the exchange in de-
termining what plans can be sold,
how the exchange is financed, the
role of insurance agents and bro-
kers, and whether interest group
representatives sit on the board of
directors.

The ACA was written with the
assumption that states would take
the initiative to create their own
exchange. The law gives the De-
partment of Health and Human
Services authority to fund the
creation of state-run exchanges
and provide subsidies through
state-based exchanges but in-
cludes no specific authorization
to provide subsidies through
a federally run exchange." Neither
did the department receive re-
sources to create federally run
exchanges. It has had to divert this
money from other parts of its
budget.

Opponents offer several reasons
for being cautious about creating
a state exchange. For example, state
policymakers have complained
that federal guidelines have taken

too long to develop and that cre-
ating an exchange commits them to
restrictions of which they are not
yet aware.® Second, frustration
over lack of federal guidance is
compounded by a fear of hidden
costs. Opponents worry that ex-
changes will be more expensive
than expected and that states will
ultimately be burdened by these
additional costs.” Finally, some ar-
gue that states would not have
much control anyway and would
function as a vendor for the federal
government.®

Although we believe that the
benefits of state-run exchanges
outweigh these concerns, it may
be that there is no single answer to
the question of whether a state
should have created its own ex-
change. A state exchange would
stand no chance of success if run
by leaders who were uncommitted
or even belligerent toward the
idea. That only 17 states chose to
create an exchange should not
necessarily be viewed as a failure
for the administration of President
Barack Obama. This may be the
ideal outcome. Every state will
have an exchange, and early
adopter states will benefit from
flexibility and grant money when
they design their own exchange.
These states will serve as a natural
experiment through which the rest
of the country can observe the
advantages and disadvantages of
each model.

THREE CHALLENGES

Implementing this component
of the reform will present policy-
makers with 3 linked challenges.
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The first is friction. Each state has
unique market characteristics and
legacies of state policy and regu-
lation. Some states are dominated
by a single insurer; others have
more competition. In some states,
community rating or bans on pre-
existing condition exclusions will
be new with the ACA, whereas
others made these changes years
ago. State-run exchanges can be
designed with these, and other,
variations in mind. Federal ex-
changes might not fit well with
existing state legacies and markets.

The second challenge will be
churn. State-level control of an
exchange facilitates better coordi-
nation with Medicaid and the
Children’s Health Insurance Pro-
gram (CHIP). This is particularly
important in light of the concern
that people with incomes fluctuat-
ing near eligibility thresholds will
move between programs, leading
to disruptions in coverage and
care. It will be difficult for federal
regulators to tailor policies to local
conditions in many states at the
same time, thereby exacerbating
the incongruities in states that
chose not to run their exchange
or did not expand their Medicaid
program.

Third, the success of the ex-
changes will depend on whether
individuals and small businesses
participate—the challenge of take-
up. Experience with the early
phase of Medicare Part D and
CHIP suggests that take-up may be
slow initially but can improve as
policymakers focus on increasing
enrollment.” States are likely bet-
ter positioned than the federal
government to succeed at con-
sumer outreach and education. In
addition to understanding their
own markets, they can partner
with local stakeholders who bring
credibility and visibility. For ex-
ample, the Boston Red Sox played
a prominent role in publicizing
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Massachusetts’ exchange.'” The
Obama administration is provid-
ing grants to community organi-
zations engaged in enrollment in
the states that opted not to do an
exchange. However, the $54 mil-
lion currently allocated to be
spread over 33 states will likely
not be enough, and it will be
difficult for the Obama adminis-
tration to secure more funds from
Congress.

The most important issue for
policymakers and stakeholders is
no longer whether their state
should have created an exchange.
Regardless of which path a state
chose, policymakers should now
focus on overcoming these chal-
lenges and ensuring that their
exchange succeeds. The extent to
which this happens will depend
greatly on the political dynamics in
each state.

POLITICS OF
IMPLEMENTATION

Republicans across the country
are divided over the exchanges.®
They are reluctant to be seen as
implementing part of a law they
campaigned against but do not
want to give control to the federal
government. Many Republican
governors and legislative leaders
delayed making decisions until
after the Supreme Court upheld
the constitutionality of the ACA
and President Obama won reelec-
tion. Even then, very few decided
to move forward with their own
exchange. Of the 30 Republican
governors in office in 2013, only
4 are presiding over the creation
of an exchange. One
Republican-led state chose the
partnership model, and the
remaining 25 defaulted to a fed-
eral exchange.

Leaders in states with a feder-
ally run exchange now face
a choice. They can work behind
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the scenes with the Obama ad-
ministration to ensure that their
state’s exchange succeeds, they
can do nothing and simply stay out
of the way, or they can actively
work to undermine the exchange’s
success. The optimistic view of
their political incentives is that
now that the decision is mostly out
of the legislatures and public at-
tention to the exchanges is dimin-
ishing, Republican governors will
allow their bureaucracies to work
with the Obama administration in
a de facto partnership. A pessi-
mistic, and perhaps more realistic,
view is that Republicans will con-
tinue attempts to undo the law
by remaining uncooperative. Be-
cause the ACA is so closely asso-
ciated with President Obama and
Democrats, many Republicans see
little to gain politically by sup-
porting their state’s exchange, but
much to be gained by helping it
fail. In many cases, the best that
can be hoped for is that they stay
out of the way.

Republican leaders in “blue”
states have the strongest incentive
to either support implementation
or stand aside. In 2013 and 2014,
Republicans will be defending
governors’ seats in 23 states, in-
cluding 9 that voted for Obama in
both 2008 and 2012. Regardless
of whether the state chose to
create a state-run exchange
(Nevada) or to default to a federal
exchange (Florida, Maine, Michi-
gan, New Jersey, Ohio, Pennsylva-
nia, Virginia, and Wisconsin), Re-
publican leaders in these states
may need to focus more on ap-
pealing to moderates in both
parties than on pleasing the most
conservative wing of their party.
Making sure their state’s insurance
exchange succeeds is an opportu-
nity for such bipartisan coopera-
tion. However, even if these
governors are willing to support
implementing components of the

ACA, they could be blocked by
coalitions of legislators whose in-
centive is to appeal to the prefer-
ences in their districts rather than
in the entire state. For example,
the Republican-controlled Michi-
gan Senate was able to prevent the
creation of a partnership exchange
despite support from Governor
Rick Snyder (a Republican) and
approval from the Department of
Health and Human Services, by
not allowing state agencies to
spend federal grants they had
received.

The solidly blue states with
Democratic leadership will dem-
onstrate what the ACA is like
when implemented by govern-
ments that want to reap its ad-
vantages and that are compara-
tively undisturbed by the
contentious politics of the law.
This includes large states such as
California, medium-sized states
such as Oregon, and small states
such as Rhode Island, along with
Vermont, which is attempting to
establish a statewide single-payer
system. The framers of the ACA
might have wanted more such
examples, but the successes and
failures of these states will deter-
mine perceptions of the law, its
long-term sustainability, and
whether other states eventually
seek control over their exchange.

CONCLUSIONS

Although the Affordable Care
Act drew on Republican policy
ideas of the 1980s and 1990s, its
passage was polarizing and hotly
contested. As ever, the politics of
a bill do not stop with passage, and
state and federal implementation
processes become political arenas.
Policymakers and practitioners
implementing the exchanges face 3
challenges: friction, churn, and
take-up. Their responses will vary
with the partisan politics of their
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state as politicians balance enthu-
siasm for or against the law, public
opinion, and their interest in solv-
ing concrete implementation prob-
lems. Practitioners and policy
analysts in the different states and
the federal government should fo-
cus on building constructive part-
nerships and policies that manage
these issues and exploit state action
when it is forthcoming.
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